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TRAFINA ENERGY LTD. 


ANNUAL GENERAL MEETING 


The Annual General Meeting of Shareholders will be held on June 26, 1998, at 10:00 
am in the Second Floor Conference Room of 505 - 3 Street SW, Calgary, Alberta. 
The Board of Directors, Management and Staff of TRAFINA Energy Ltd. welcome 
the opportunity to meet shareholders and interested persons. 

Shareholders unable to attend the meeting are asked to complete and return the 
Proxy Form mailed with the Annual Report. 


TRAFINA’S WAYS 


Honesty and Integrity We wish in our business dealings. 
Achievement We try to make our contributions to others and ourselves. 
Communication We try to have open and honest communications in all our workings. 
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HIGHLIGHTS 


FINANCIAL 
Revenue from oil and gas sales ($) 


Cash flow from operations ($) 
Per share - basic 
- fully diluted 


Net earnings/(loss) ($) 
Per share - basic 
- fully diluted 


Weighted average shares outstanding 
Outstanding shares at year end 


Capital expenditures ($) 
Long term debt, net of working capital ($) 
OPERATING (units as noted) 


Production 
Natural gas (Mcf/d) 
Natural gas liquids (Bbls/d) 
Crude oil (BbIs/d) 
Total (BOE/d) 


BOE/d per average MM shares 


Average sales price 
Natural gas ($/Mcf) 
Natural gas liquids ($/Bbl) 
Crude oil ($/Bbl) 
Total BOE ($/Bbl) 


Reserves (proven and probable) 
Natural gas (Mmcf) 
Oil and Natural gas liquids (Mbbl) 
Total BOE (Mbbl) 


BOE per average share 


1997 


732,241 


148,515 
0.04 
0.04 


(69,862) 
(0.02) 
(0.02) 


4,910,820 
4,911,250 


500,763 
799,949 


1,022.0 
iyi 

9.0 
113.0 


20 


1.84 
26.71 
18.08 
18.46 


9,199.0 
84.7 
604.6 


0.13 


TRAFINA ENERGY LTD. 


1996 


904,973 


100,778 
0.02 
0.02 


182,846 
0.04 
0.04 


4,398,750 
4,398,750 


195,175 
447,581 


862.5 
0.6 
3.3 

90.2 


21 


1.59 
20.83 
27.09 

15.81 


4,126.0 
86.6 
499.2 


0.11 


% Change 


+45 


+47 
+100 
+100 


-138 
-150 
-150 


+3 
+3 


-37 
+/0 


+18 
+184 
+173 
+25 


+22 


+18 
+28 
-33 
+17 


+26 
-2 
+21 


+19 
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REPORT TO SHAREHOLDERS 


¢ Revenues up 45%. 

* Oil and gas production up 25%. 

¢ Cash flow up 47%. 

* Reserve additions up 21%. 

* Drilling/completion success rate 75%. 


TRAFINA completed a record year in 1997, posting substantial growth in revenues, production, cash 
flows, reserves and drilling successes. 


1997 HIGHLIGHTS 
The most significant events that occurred during 1997 are: 


* TRAFINA has realized record financial results through increases in revenues and cash flows. 
Revenues increased by 45% and cashflows were up by 47% over 1996 year-end results. Cash flow 
per share increased by 100% to 4 cents per share, up from 2 cents in 1996. 


¢ TRAFINA increased its production levels by 25% to exit December 1997, at 124 BOE/d. 1997 
production averaged 113 BOE/d. Natural gas production increased by 18% to 1,022 mcf/d in 1997 
compared to 862.5 mcf/d in 1996. Oil and natural liquids (mainly) increased three fold from 
approximately 4 Bbl/d to 11 Bbl/d in 1997. 


¢ TRAFINA increased its proven and probable reserves by 21% over year end 1996 levels to 605 MBOE 
up from 499 MBOE. This growth in reserves translates into TRAFINA replacing its 1997 production of 
41 MBOE by 360%. Natural gas reserves increased by 26% and oil and LPG’s decreased by 2% over 
1996 levels. Natural gas reserves of 5.2 BCF represent 86% of TRAFINA’s reserve base up from 4.1 
BCF in 1996. 


¢ TRAFINA managed to keep proven finding and development costs to a reasonable level of $3.37 per 
BOE in 1997, despite an over heated market for land, services and supplies, compared to $5.31 per 
BOE in 1996. 

¢ TRAFINA completed the sale of its minor properties for $35 M. 

1997 OBJECTIVES AND RESULTS 


In the 1997, TRAFINAS objectives and results are as follows: 


1997 OBJECTIVE 1997 RESULT 

1. Develop further core areas where TRAFINA TRAFINA has developed one core area in West 
has larger working interests, where Central Alberta. We are using our Carson Creek 
economic returns are high, and where joint venture knowledge in order to expand our 
TRAFINA acts as operator or works closely interests within this area. Another core area is 
with the operator. being developed in eastern Alberta. 

2. Continue to dispose of small inactive oil & During 1997 small interests in the Cessford and 
gas interests. Princess areas of Alberta were sold for 


approximately $35M. 


3. Pursue higher cash flows (per share) and During 1997 cash flows per share increased by 
earnings (per share). 100% but earnings did not follow. 


TRAFINA ENERGY LTD. 


OBJECTIVES 1998 


In 1998, TRAFINA’S objectives to further growth and expand the company are as follows: 

1. Exit 1998 at 300 BOE/d, by concentrating on developing natural gas production by acquisition or 
drilling; 

2. Focus on growth in the per share parameters of reserves, production, cash flow and earnings at a 
combined minimum rate of 20%. 

TRAFINA will use its own cash flows, sale of assets and new funding to expand to meet the 1998 

corporate objectives. 


OUTLOOK 1998 

With oil prices sliding and natural gas prices increasing, TRAFINA is well positioned for 1998 as 87% 
of its reserve base is natural gas, and 90% of TRAFINA’s production at year-end 1997, was natural 
gas. 

We look forward to a year of expansion and growth, as we move ahead to achieve our 1998 
objectives. As other companies re-position their holdings and approaches due to weaker oil prices, 
new conditions will occur, and these conditions should create new opportunities for TRAFINA. 
ACKNOWLEDGMENTS 

We are conscious of the patient support of our shareholders as we move forward and would like to 
acknowledge their support, as well as the support of our staff, stakeholders and clients. 


On behalf of the Board 
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OPERATIONS REVIEW 
PRODUCTION 
During 1997, TRAFINA moved forward by bringing into production the new core area of Carson Creek. 


Gas sales from Carson Creek commenced during March 1997, enabling TRAFINA’s daily production to 
average 120 BOEPD compared to 107 BOEPD during 1996. 


Production by Area 1997 1996 % Change 
Natural Gas (Mcf/d) 
Bindloss 291 334 -13 
Carson Creek 281 2 +13,950 
Jenner 180 205 -12 
Wetaskiwin 296 190 +35 
Other 14 133 -89 
1,022 864 +18 


Oil & NGL’s (Bbls/day) 


Carson Creek 1 0 +100 

Jenner 9 4 +125 

Other 1 0 +100 

11 4 eA75 

Oil Equivalents (BOE/d) 113 90 +26 
DRILLING ACTIVITY 


TRAFINAS drilling activity during 1997 was focused on the Bindloss and Carson Creek areas of 
Alberta. At Bindloss, the Unit No.1 drilled two successful Viking gas wells. At Carson Creek, the 
Joint Venture re-entered two abandoned boreholes to develop additional deliverability, resulting in 


One gas well and one dry hole. 


1997 1996 
Drilling and completions Gross Net Gross Net 
Gas 3 0.17 2 0.20 
Oil 0 0.00 2 0.23 
Dry and abandoned 1 0.10 0 0.00 
Total wells 4 0.27 4 0.43 
OIL AND GAS RESERVES 


TRAFINA’S gross proved and probable reserves at year-end 1997 were 604,562 BOE, an increase of 21 
percent or 105,317 BOE compared to the year-end 1996 value of 499,245 BOE after accounting for 
production, dispositions, additions and revisions. TRAFINA’S 1997 production was 41,216 BOE. 
TRAFINA is predominately a natural gas producer. At year-end 1997, natural gas and NGLs composed 
87 percent of its reserve base compared to 13 percent for crude oil. 


TRAFINA ENERGY LTD. 


REMAINING GROSS RESERVES 


Crude Oil Natural Oil 
& NGLs Gas Equivalents 
Bbls(1) Mmcf(1) BOE (1) 
Proved and Probable (Dec. 31, 1996) 86,645 4126 499245 
Total Proved (2) 45,381 3,408 386,181 
Probable (unrisked) (2) 39,281 1,791 218,381 
Proved and Probable (Dec. 31, 1997) 84,662 5,199 604,562 


(1) Gross reserves are the remaining reserves from working interests and royalty interests owned by 

TRAFINA before deduction of royalties payable. 

(2) From internal reserve appraisal prepared by TRAFINA, being an update of McDaniel’s May 29, 1997 report adjusted for 
production, changes and future prices. 


RECONCILIATION OF RESERVES 


Changes to TRAFINAS gross reserves during 1997, based upon escalating price and cost assumptions, 
are tabulated below: 


Oil & NGLs (Bbls) Natural Gas (Mmcf) 

Proved Probable Total Proved Probable Total 
Dec. 31, 1995 30,14 1937,700 975,901 3.1435 1410 4553 
Acquisitions/Dispositions 10,785 O 10785 9 - 1034 50299 =1533 
Additions/Revisions -2,064 4540 2476 £1344 128 1,472 
1996 Production -2,562 0 -2,562 -366 0 -366 
Dec. 31, 1996 44300 42300 86600 3090 1036 4126 
Acquisitions/Dispositions 0 0 0 -20 0 -20 
Additions/Revisions 4994 -3019 1975 711 (90 1,466 
1997 Production -3,913 0 -3,913 -373 0 -373 
Dec. 31, 1997 Ab 301 o9.20lec4ibbe (3400-8 1791 5,199 
FUTURE NET CASH FLOWS 


At year-end 1997, the before-tax net present value of TRAFINA’S proved and probable reserves 
(discounted at 10 percent) increased by 18 percent to $4.6 million from $3.9 million at year-end 1996. 
The effect of larger remaining reserve volumes at year-end 1997 was dampened by lower near-term 
gas prices (down approximately 10%). 


Present Value of Future Net Cash Flow 


Discounted Rate: Undiscounted 10% 15% 
($ 000) ($ 000) ($ 000) 
Total Proved 5,789 3,007 2,427 
Probable (unrisked) 3,031 1,630 1,267 
Total Proved plus Probable 8,820 4,637 3,694 
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PRICE FORECAST 


The estimate of future net revenues before tax shown above were taken from TRAFINA’s 
internal reserve appraisal as at December 31, 1997. The forecast of future commodity 
prices used in this appraisal is shown below: 


Crude Oil Edmonton 
WTI @ Light Alberta Spot TransCanada & 
Cushing Crude Oil Sales ProGas 
$US/Bbl $Cdn/Bbl $Cdn/MMBtu $Cdn/MMBtu 
1998 18.00 24.00 1.70 1.80 
1999 19.25 20170 1.90 2.00 
2000 20.40 ZIV 2.10 AYR 
2001 21.00 28.10 220 22 SKY) 
2002 21.60 28.90 2.30 2.40 
NET ASSET VALUE 


The estimate of TRAFINA’s net asset value is shown below calculated using a 10 percent discount rate 
and escalating prices, of the pretax value, excluding interest and general and administrative expenses, 
of the proven and probable (risked at 50%) reserves. The 1997 reserve appraisal was prepared by 
TRAFINA and the 1996 was prepared by McDaniel and Associates Consultants Ltd. 


1997 1996 
($ 000) ($ 000) 

Proved Reserves 3,007 2,975 
Probable Reserves (50% risked) 815 485 
Undeveloped Land and Other Assets 150 100 
(estimated by management) 
Working Capital (19) (27) 
Long Term Debt (741) (421) 
Total Asset Value $3,212 $3,112 
Asset Value per Outstanding Share $0.71 $0.71 
Asset Value per Fully Diluted Share $0.69 $0.65 
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MAJOR PROPERTIES 


BINDLOSS, ALBERTA GAS 


Bindloss, Alberta is located 
approximately 150 miles 
east of Calgary. TRAFINA 
owns a 10% Net Carried 
Interest (‘NCI’) on 43,840 
gross acres of land within 
the Bindloss Unit No. 1 (the 
‘Unit’). These lands have a 
total tract participation of 
34.2%, giving TRAFINA an 
effective NCI of 3.42% in the 
Unit. The unitized zone is 
natural gas from the Viking 
formation. Total gross area 
of the Unit is 95,520 acres 
and the Unit contains 24 
gross wells. TRAFINA has a 
10% NCI on 1,920 gross 
acres for natural gas below 
the base Viking to base of 
the Mannville formations. 


+ te 4 : 
TITEL] 


| Rae ' TPT ATT 
Land 95,520 acres (gross) 


. % 
During 1997 there were new Ate Dees 
gross capital additions in Producing Zones Viking (unitized zone) i) 
excess of $1.2 million to Lower Mannville (non-unit) an Calgary 
drill. complete. equip an Estimated Unit Reserves 45,570 Mmcf (gross) 1,559 Mmcf (net) XS . 
, complete, equip and 1997 Production 8,500 Mcf/d (gross) 290 Mct/d (net) paris 


tie-in 2 additional Viking 
wells, perform several 
workovers and stimulations on existing unit wells and overhaul the gas gathering and compression 
facilities to optimize the natural gas throughput. These development programs lead to gross reserve 
additions of 10 Bcf at 1997 year-end when compared to 1996 year-end. 


The Unit has been producing since 1957 and has already produced 306 Bcf. Remaining gross gas 
reserves are estimated to be 40 Bcf with a remaining reserve life in excess of 20 years. Average daily 
gross gas sales from the Unit during 1997 were 8,500 Mcf/d. TRAFINA’s average 1997 wellhead price 
for natural gas sold from the Unit was $1.84 per Mcf compared to $1.61 per Mcf during 1996. The gas 
is contracted to TransCanada Gas Services under a long-term sales contract. 


During 1998, TRAFINA expects that the Unit Operator will continue to drill additional development 
wells and optimize production to capitalize on strong gas prices. These activities could lead to 
further increases in TRAFINA’s daily production and reserves for this property. In addition, a non-unit 
well may be drilled during 1998 for deeper, non-unitized gas on lands in which TRAFINA owns a 10 
percent NCI. 
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CARSON CREEK, ALBERTA GAS 


Carson Creek, Alberta is 
located approximately 90 
miles north west of 
Edmonton, Alberta. 
TRAFINA owns a 10% 
working interest generally 
encumbered by 7 1/2% 
pooled gross overriding 
; | ol | royalty. The key shallow 
te eG ea reece producing horizons are the 
View (Sr des ole ce ale Nordegg, Pekisko, 
Notikewin, and Viking 
5 formations. There are 6 
in ede producible wells located 
ial 4 C= on fey gross acres of 
cm cass. and. 


so 


ee* 9 | | 
SiS [ape =. 
8-34-61.12. WeM = 
3 


+ —! — 


i 
| | 
Mobil Oil Gathering System 


TRAFINA acquired its 
interests through 
participation in a Joint 
Venture (“JV”) which 
earned lands by drilling 


7,840 acres (gross) Carson Creek 
e 


cee Can 10% WI test wells on farmout 
ells gross ° ts 
Producing Zones Nordegg, Pekisko, Notikewin, Viking Edmonton lands containing 29,760 


gross acres of land and 
by subsequent purchases 
of 5,120 gross acres of 
Crown P&NG leases 
during 1995 and 1996. 


Estimated Gross Reserves Gas 14,800 Mmcf gross (1,384 Mmcf net) 
NGLs 47 MBbls gross (5 MBbls net) 

1997 Production Gas 3,178 Mcf/d gross (281 Mcf/d net) 
NGLs 10 Bbl/d gross (1 Bbl/d net) 


The JV committed to drill 3 exploration earning wells on the farmout lands. All 3 exploration wells 
were completed and two of these wells the (7-12 and 8-34) are presently producing gas. Three other 
wells were drilled, and/or completed, and one of these wells is producing, one is shut-in, and one Is 
awaiting abandonment. 


After reviewing all development scenarios, the JV built over 9.0 kilometers of gas gathering laterals 
and related facilities costing in excess of $1,500,000 gross and tied into an existing sour gas 
processing facility. Also, the JV purchased a 2.5 percent working interest in this gas processing 
facility, enabling the JV to process its excess gas volumes for fee that is 50 percent lower than that 
charged non-owners. 


First gas sales began during March 1997 from one well with other wells added through June. By 1997 
year-end, four wells had been tied into sales facilities but only three were on production. Gross raw 
gas produced during 1997 averaged 5,153 Mcf/day. TRAFINA’s average wellhead price during 1997 
was $2.02 per Mcf. This price is the aggregate of revenues received from TRAFINA’s gas sold by an 
independent marketer from start-up (March 9, 1997) through October 31st and two months of sales to 
ProGas. 


Development activity planned for 1998 includes the drilling of a Notikewin test well during May within 
Section 8-63-11 WSM to offset the recent 12-9-63-11 W5M discovery well which flowed 1.6 Mmcf/day 
on test. During August, the 12-7 well will be converted to a dual-zone producer from the Nordegg and 
Pekisko zones. Total production from the 12-7 well will increase marginally to approximately 2.5 
Mmcf/d gross since the production rate of the Nordegg zone will be curtailed for better reservoir 
management. Another development well, located within Sec 8-61-Il W5M, may be drilled later in the 
year is reservoir studies indicate that these lands are being drained by competitor’s offset wells. 
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JENNER, ALBERTA GAS & OIL 


Jenner, Alberta is located 
115 miles east and south of 
Calgary, Alberta. TRAFINA 
has varying unit, working 
and royalty interests in 
15,200 gross acres of land 
containing 35 gross wells. 
Most of TRAFINA’s 
production from the Jenner 
area Is natural gas 
recovered from the low 
pressure Milk River/ 
Medicine Hat/Second White +++ }—— | 4 ' 
Specks shallow gas zones —— ——| —- mt 
or liquid rich sour gas pp 
recovered from the Arcs 
(D2) formation. 


Although Jenner is a 
mature area of the Western 
Canadian Sedimentary 


Basin, development and Land 15,200 acres (gross) 
exploratory drilling Interests Varying working and royalty 
ntin tan activ Wells 35 (gross) 

Se pe ‘ e i tay Producing Zones Milk River, Medicine Hat, Second White Calgary 

Ne exceptional Specks, Glauconite, Arcs oe 
discoveries, especially in Estimated Gross Reserves Gas 9,612 Mmcf gross (1,329 Mmcf net) Jenne 
heavy oil in the Glauconite Oil & NGLs 681 MBOE gross (74 MBOE net) 
formati j i 1997 Production Gas 5,/36 Mcf/d gross (180 Mcf/d net) 

ormation and in veel NGLs 80 Bbl/d gross (9 Bbl/d net) 


various substrata within the 
Mannville formation. 


During 1997 due to decreasing heavy oil prices, there was no drilling activity associated with 
TRAFINA Glauconite heavy oil reserves in the Jenner area. TRAFINA has a 12.5 percent working 
interest in two producing horizontal wells within Sec 26, Twp 21, Rge 8 W4M. No new wells were 
drilled on these lands during 1997. There are a number of potential development drilling locations with 
Sec 26-20-9 W4M and Sec 26-21-8 W4M. Drilling will be deferred until heavy crude oil prices rise to 
higher levels. 


About 10 miles northeast of Jenner, Alberta is Buffalo Atlee. TRAFINA has interest in the re-activated 
8-25-21-6 W5M well. This Glauconite heavy oil well has demonstrated economic oil and gas 
production after being recompleted. These lands will be developed once heavy oil prices rise and will 
no longer be carried as an abandonment liability. 
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WETASKIWIN, ALBERTA GAS 


Wetaskiwin, Alberta is 
located 30 miles south of 
Edmonton, Alberta. 
TRAFINA has working 
interests varying from 
37.5% to 90.0% and 
royalty interests varying 
from 0.93% to 13.5% on 
4,800 gross acres of land. 
The main gas producing 
zone in the area is the 
Glauconite while the 
underlying Basal Quartz 
and shallower Belly River 
formations are prospective 
as well. 


ya a ae 


=| [7-31-045-23-wamp | 


The 7-31-23-45 W5M gas 
well is operated by 
TRAFINA which has a 90% 
working interest in the 
section. Gas production 


4,800 acres (gross) 


Interests Varying working & royalty Edmonton during 1997 from this well 
Wells 7 (gross) Re cueeoa: 
Producing Zones Glauconite, Basal Quartz, Belly River cue averaged 254 Mct/d with 
Estimated Gross Reserves 2,063 Mmcf gross (905 Mmcf net) a small amount of liquids. 
1997 Production 1,430 Mmcf/d gross (256 Mcf/d net) TRAFINA also has a 45% 


working interest after 
payout (“APO”) in the 7-8- 
23-46 W5M well which averaged 243 Mcf/d during 1997. The APO interest is estimated to 
have reached its payout status in late 1997 or early 1998. 


TRAFINA’s 1997 wellhead price for natural gas averaged $2.11 per Mcf from TRAFINA’S 
royalty and working interests compared to $1.75 per Mcf for 1996. 


TRAFINA intends to increase its operations in the Wetaskiwin area through selected 
production and land purchases. This will create greater well operating and gas contracting 
efficiencies. During 1997 TRAFINA negotiated a 35% reduction of the third party fee 
charged by the new plant owner to transport, compress and process TRAFINA’s gas. Drilling 
prospects have been mapped and confirmed by reprocessing existing seismic lines within 
the areas. A potential Mannville drilling location has been geologically defined on section 
30 Twp 45, Rg 23, W4M in which TRAFINA has a 37.5% working interest. 
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MANAGEMENT’S’ REPORT 


The financial statements of TRAFINA Energy Ltd. were prepared by management in accordance with 
accounting principles generally accepted in Canada. The financial and operating information presented 
in this annual report is consistent with that shown in the financial statements. 

Management has designed and maintains a system of internal controls to provide reasonable assur- 
ance that all assets are safeguarded and to facilitate the preparation of financial statements for 
reporting purposes. Timely release of all financial information sometimes necessitates the use of 
estimates when transactions affecting the current accounting period cannot be finalized until future 
periods. Such estimates are based on carefully judgments made by management. 

External auditors appointed by the shareholders have conducted an independent examination of the 
corporate accounting records in order to express their opinion on the financial statements. 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for 
financial reporting and internal control. The Board exercises this responsibility through its Audit 
Committee. The Audit committee, consisting of a majority of non-management directors has met with 
the external auditors and management in order to determine that management has fulfilled its respon- 
sibilities in the preparation of the financial statements. The Audit Committee has reported it’s findings 
to the Board of Directors who have approved the financial statements. 


Donald J. Douglas Roland T. Valentine 
Chairman, Audit Committee Member, Audit Committee 
AUDITORS’ REPORT 


To the Shareholders of 
TRAFINA Energy Ltd. 


We have audited the balance sheets of TRAFINA Energy Ltd. as at December 31, 1997 and 1996 and the 
statements of income (loss) and retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of 


the Corporation as at December 31, 1997 and 1996 and the results of its operations and the changes in 
its financial position for the years then ended in accordance with generally accepted accounting principles. 


Calgary, Alberta. 


March 30, 1998 Chartered Accountants 
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FINANCIAL STATEMENTS 


BALANCE SHEETS 
AS AT DECEMBER 31 


ASSETS 

Current 

Accounts receivable 

Income tax receivable 

Due from shareholder [note 2] 
Prepaid expenses 


Capital assets [note 3] 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current 

Bank indebtedness 

Accounts payable and accrued liabilities [note 2] 


Long-term debt [note 4] 
Site restoration provision 
Deferred income taxes 


Shareholders’ equity 
Share capital [note 5] 
Retained earnings 


See accompanying notes 
On behalf of the Board: 


Director 


1997 
$ 


83,/22 
27,837 


2,875 


114,434 


1,667,606 
1,782,040 


9,403 
123,980 


133,383 
741,000 
16,880 
270,015 
1,161,278 
342,963 
277,/99 
620,/62 


1,782,040 


Director 


1996 
$ 


86,986 
6,398 
19,425 
6,616 


119,025 


54,020 
91,986 


145,606 
421,000 
12,580 
261,715 
840,901 
338,083 
347,661 
685,744 


1,526,645 


Cit 
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STATEMENTS OF INCOME (LOSS) AND RETAINED EARNINGS 


YEARS ENDED DECEMBER 31 


REVENUE 

Oil and gas sales 
Royalties 

Gain on sale of assets 
Interest and other 


EXPENSES 

Operating 

General and administration 

Bank charges and interest 

Depletion, depreciation and site restoration 


Income (loss) before income taxes 
Provision for deferred income taxes [note 6] 
Net income (loss) for the year 

Retained earnings, beginning of year 
Retained earnings, end of year 


Basic and fully diluted net earnings (loss) per share 
See accompanying notes 


STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31 


OPERATING ACTIVITIES 

Net income (loss) for year 

Items not involving cash 

Depletion, depreciation and site restoration 
Deferred income taxes 

Gain on sale of oil and gas properties 
Funds flow from operations 

Change in non-cash working capital 


FINANCING ACTIVITIES 
Issuance of common shares, net 
Increase (decrease) in long-term debt 


INVESTING ACTIVITIES 
Proceeds on sale of capital assets 
Additions of capital assets 


Increase (decrease) in cash 
Bank indebtedness, beginning of year 
Bank indebtedness, end of year 


Basic and fully diluted funds flow from operations per share 
See accompanying notes 


1997 
$ 


732,241 
(124,589) 


1997 
$ 


(69,862) 


210,077 
8,300 


148,515 
_ 36,985 
185,500 


4,880 
320,000 
324,880 


35,000 
(500,763) 
(465,763) 

44,617 


(54,020) 
(9,403) 


0.0 


1996 
$ 


504,973 
(82,344) 
442,155 
8,592 
873,376 


109,295 
184,561 
36,587 
156,187 

486,630 

386,746 
(203,900 

182,846 
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NOTES TO THE FINANCIAL STATEMENTS 


1. ACCOUNTING POLICIES 


PROPERTY AND EQUIPMENT 

The Corporation follows the full cost method of accounting for its oil and gas operations. All costs 
related to the acquisition of and exploration for petroleum and natural gas interests are capitalized. 
Such costs include land and lease acquisition costs, geological and geophysical costs, costs of 
drilling and equipping productive and nonproductive wells, and capitalized general and administration 
costs. 

Proceeds from disposals are recorded as a reduction of the related expenditures without recognition of 
a gain or loss unless the disposal would result in a change of 20% or more in the depletion rate. 
Capitalized costs are depleted using the unit-of-production method based on the estimated proven 
reserves of oil and gas. For the purpose of this calculation, reserves and production of natural gas are 
converted to equivalent units of oil using a ratio of 10 to 1. The costs of unevaluated properties is 
excluded from this calculation until proved reserves are established or impairment occurs. 

The Corporation applies a ceiling test to ensure that capitalized costs do not exceed estimated future 
net revenues from production of proven reserves at year end market prices less future production, 
administrative, financing, site restoration and income tax costs. 

Office equipment is depreciated using the declining balance method at an annual rate of 20%. 


SITE RESTORATION 

Estimated future site restoration and removal costs, net of salvage values, are provided for using the 
unit-of-production method based on estimated proven reserves. The annual charge is accounted for as 
an expense and the accumulated provision is accrued as a liability. Actual site restoration costs are 
deducted from the accumulated provision in the year incurred. 


JOINT OPERATIONS 

The majority of the oil and gas operations of the Corporation are conducted jointly with others and 
accordingly these financial statements reflect only the proportionate interests of the Corporation in 
such activities. 


MEASUREMENT UNCERTAINTY 

The amounts recorded for depletion and depreciation of the oil and gas properties and for site restora- 
tion are based on estimated of reserves and future costs. By their nature, these estimates, and those 
related to the future cash flows used to assess impairment, are subject to measurement uncertainty 
and the impact on the financial statements of future periods could be material. 


FINANCIAL INSTRUMENTS 

Financial instruments of the Corporation consists mainly of accounts receivable, bank indebtedness, 
accounts payable and accrued liabilities, and long term debt. As at December 31, 1997, there are no 

significant differences between the carrying amounts of accounts receivable, accounts payable and 

accrued liabilities and long term debt and their estimated market values. 


INCOME TAXES 

The Corporation follows the tax allocation method of accounting under which the income tax provi- 
sion is based on the earnings reported in the accounts. Under this method, the Corporation provides 
for deferred income taxes to the extent that income taxes otherwise payable are reduced by capital 


cost allowances and exploration and development costs in excess of depletion, depreciation and site 
restoration provisions recorded in the accounts. 


2. RELATED PARTY TRANSACTIONS 


Amounts due from shareholder were loaned to an officer to purchase Class A common shares from 
treasury and bore interest at prime plus one percent. 


During 1996, the Corporation acquired an interest in an oil and gas property from a company that is 


1 4 Dae 
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wholly owned by the President of the Corporation. The purchase price of $69,000 was arrived at by 
taking a 15% net present value of the future cash flows as determined by an independent engineering 
study. 


3. CAPITAL ASSETS 


1997 
Cost Accumulated Depletion Net Book Value 
& Depreciation 
$ $ 
Oil and gas properties 1,090,607 341,182 1,209,425 
Production equipment 949,223 114,484 434,739 
Office equipment 60,269 36,827 (3 23'442 
2,160,099 492.493 1,667,606 
1996 
Cost Accumulated Depletion Net Book Value 
& Depreciation 
‘) $ $ 
Oil and gas properties 1,165,093 194,126 970,967 
Production equipment 477,301 61,623 415,678 
Office equipment 51,942 30,967 ae 2097 5: 
1,694,336 286,/16 1,407,620 


During the year, general & administrative expenses of $167,508 (1996 - $124,000) were capitalized 
pertaining to the Corporation’s exploration, development and property acquisition programs. 


4. LONG TERM DEBT 
1997 1996 
$ $ 
Revolving production loan 741,000 421,000. 


The Corporation has a demand revolving term credit facility with a Canadian chartered bank under 
which it can borrow up to $1,000,000. The facility bears an interest at the bank’s prime rate plus one 
percent. The loan is collateralized by a floating charge demand debenture in the amount of $1,000,000 
over the Corporation’s property and equipment and a general assignment of book debts. 


The revolving term credit facility has no specific terms of repayment. The bank has indicated that, 
while it reserves the right to request payment on demand, no principal payments are anticipated and 
the revolving credit facility will continue in the future providing the Corporation satisfies the condi- 
tions of the loan agreement. 


5. SHARE CAPITAL 

AUTHORIZED 

Unlimited number of Class A voting common shares, 
Unlimited number of Class B non-voting common shares and 
Unlimited number of preferred shares issuable in series. 


ISSUED 
Class A common shares 
1997 1996 

# $ # $ 
Balance, beginning of year 4,398,750 338,083 4,398,750 338,083 
Repurchased and cancelled (50,000) (11,370) - _ 
Issued on exercise of stock options 162,500. ealOmous piste martes 
Amount 4,511,250 342,963 | 4,398,/90 338,083 _ 


PATTON Wits, 
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OPTIONS 


The Corporation has a stock option plan for officers, directors, consultants and key employees. At 
December 31, 1997, options exercisable at June 30, 2002, issued in 1997, were outstanding to purchase 


453,000 Class A common shares at prices of $0.22 per share. 


6. INCOME TAXES 


The provision for income taxes differs from the amount that would have been expected by applying 
corporate income tax rate to income before taxes. The principal reasons for these differences are as 


follows: 
1997 
$ 

Income (loss) before taxes (61,562) 
Statutory income tax rate 44 62% 
Anticipated tax (recovery) provision (27,469) 
Increase (decrease) in income tax resulting from 

Non-deductible crown payments 46,670 
Alberta royalty tax credit (12,421) 
Other 1,920 
Deferred income tax provision 8,300 


1996 
$ 


386,746 
44.62% 
172,566 


28.581 
(2,855) 
5,608 
203,900 


The Corporation has available for deduction against future taxable income, non-capital loss carry 
forwards, undepreciated capital costs, Canadian exploration expense, Canadian development expense 
and Canadian oil and gas property expense aggregating approximately $912,000 (1996 - $537,000) 
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